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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 
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years  ended  June  30,  1997.  Included  in  this  report  are  recommendations  addressing  timely 
deposits  of  video  gambling  taxes,  recording  of  donated  assets,  improper  abatements,  and  failure 
to  adopt  administrative  rules.  The  department's  written  response  to  the  audit  recommendations 
is  included  at  the  end  of  the  audit  report.  We  thank  the  Attorney  General  and  the  department 
staff  for  their  cooperation  and  assistance  during  the  audit. 
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Report  Summary 


Department  of  Justice  This  financial-compliance  audit  report  contains  the  results  of  the 

audit  for  the  two  fiscal  years  ended  June  30,  1997.  We  issued  an 
unqualified  opinion  on  the  financial  schedules  contained  in  this 
report.  This  means  the  reader  can  rely  on  the  presented  financial 
information  and  supporting  information  on  the  Statewide  Budgeting 
and  Accounting  System. 

The  report  contains  four  recommendations  and  three  disclosure 
issues.  Issues  addressed  in  the  recommendations  include:  timely 
deposits  of  video  gambling  taxes,  recording  donated  assets,  improper 
abatements,  and  failure  to  adopt  rules.  The  disclosure  issues  involve 
Internal  Service  Fund  fees  not  commensurate  with  costs,  the 
Highway  Patrol  Officers'  Retirement  System,  and  Highway  Patrol 
contracts  and  overtime  paid. 


The  first  issue  in  the  report  concerns  the  deposit  of  video  gambling 
tax.  The  department  is  not  depositing  the  tax  in  a  timely  manner  as 
required  by  section  17-6-105  (6),  MCA,  which  caused  $56,272  of 
lost  interest  to  the  state  during  our  audit  period. 

The  second  issue  in  the  report  relates  to  recording  donated  assets  at 
the  Montana  Law  Enforcement  Academy  (MLEA).  The  MLEA  has 
a  foundation  which  raises  funds  for  the  academy.  We  noted  five 
checks  amounting  to  $3,225  payable  to  the  academy,  but  deposited 
in  the  foundation  account. 

The  third  issue  relates  to  improper  abatement  of  expenditures.  In 
1996,  Montana  Rail  Link  had  a  derailment  at  Alberton  which 
resulted  in  the  need  for  Highway  Patrol  services.  The  Highway 
Patrol  was  later  reimbursed  by  Montana  Rail  Link  for  the 
expenditures  it  incurred.  The  department  incorrectly  abated  the 
expenditures. 

The  final  issue  relates  to  noncompliance  with  state  law  which 
requires  the  depanment  adopt  rules  to  implement  mail  re-registration 
and  decal  application  for  vehicle  licensing.  The  Motor  Vehicle 
division  has  not  promulgated  these  rules. 
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Report  Summary 


Department  of  Justice  This  financial-compliance  audit  report  contains  the  results  of  the 

audit  for  the  two  fiscal  years  ended  June  30,  1997.  We  issued  an 
unqualified  opinion  on  the  financial  schedules  contained  in  this 
report.  This  means  the  reader  can  rely  on  the  presented  financial 
information  and  supporting  information  on  the  Statewide  Budgeting 
and  Accounting  System. 

The  report  contains  four  recommendations  and  three  disclosure 
issues.  Issues  addressed  in  the  recommendations  include:  timely 
deposits  of  video  gambling  taxes,  recording  donated  assets,  improper 
abatements,  and  failure  to  adopt  rules.  The  disclosure  issues  involve 
Internal  Service  Fund  fees  not  commensurate  with  costs,  the 
Highway  Patrol  Officers'  Retirement  System,  and  Highway  Patrol 
contracts  and  overtime  paid. 

The  first  issue  in  the  report  concerns  the  deposit  of  video  gambling 
tax.  The  department  is  not  depositing  the  tax  in  a  timely  maimer  as 
required  by  section  17-6-105  (6),  MCA,  which  caused  $56,272  of 
lost  interest  to  the  state  during  our  audit  period. 

The  second  issue  in  the  report  relates  to  recording  donated  assets  at 
the  Montana  Law  Enforcement  Academy  (MLEA).  The  MLEA  has 
a  foundation  which  raises  funds  for  the  academy.  We  noted  five 
checks  amounting  to  $3,225  payable  to  the  academy,  but  deposited 
in  the  foundation  account. 

The  third  issue  relates  to  improper  abatement  of  expenditures.  In 
1996,  Montana  Rail  Link  had  a  derailment  at  Alberton  which 
resulted  in  the  need  for  Highway  Patrol  services.  The  Highway 
Patrol  was  later  reimbursed  by  Montana  Rail  Link  for  the 
expenditures  it  incurred.  The  department  incorrectly  abated  the 
expenditures. 

The  final  issue  relates  to  noncompliance  with  state  law  which 
requires  the  department  adopt  rules  to  implement  mail  re-registration 
and  decal  application  for  vehicle  licensing.  The  Motor  Vehicle 
division  has  not  promulgated  these  rules. 
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Report  Summary 


The  first  disclosure  issue  discusses  fees  for  the  Internal  Service 
Fund.  We  found  Agency  Legal  Services  Bureau  is  not  charging  fees 
commensurate  with  costs  as  required  by  law.  The  bureau  is  charging 
less  than  the  actual  costs  of  operating  the  division. 

The  second  disclosure  issue  relates  to  highway  patrol  contracts  with 
private  parties  to  provide  law  enforcement  services  and  payment  of 
overtime.  The  highway  patrol  contracts  to  provide  law  enforcement 
services  at  location  sites  for  motion  picture  filming,  filming  of 
commercials,  and  other  public  events  sponsored  by  private  pro- 
motors.  The  patrol  also  contracts  with  the  Department  of  Trans- 
portation (DOT)  to  provide  additional  patrols  on  construction  sites. 
The  private  promotors  and  DOT  are  responsible  for  paying  the  cost 
of  the  officers,  including  hours  at  time  and  a  half.  The  officers  are 
allowed  to  take  time  off  their  regular  shift  to  work  these  contracts 
for  overtime  wages. 

The  third  disclosure  issue  relates  to  an  increasing  fund  balance  in  the 
Special  Revenue  Fund  for  the  Highway  Patrol  Officers'  Retirement 
System.  The  increase  is  due  largely  to  the  increased  fees  for  eight 
year  driver's  licenses. 
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Report  Summary 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report,  the 
department's  response  thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  if  1 


We  recommend  the  department  implement  additional 
procedures  to  ensure  timely  deposits  of  video  gambling 
taxes  in  accordance  with  state  law 


Agency  Response:  Concur.  See  page  B-3. 


Recommendation  §2 


We  recommend  the  department  establish  procedures  to 
properly  record  donations  to  the  Montana  Law  Enforce- 
ment Academy  on  the  state's  accounting  records 


Agency  Response:  Concur.  See  page  B-3. 


Recommendation  Ifi 


We  recommend  the  department  record  revenue  on  its 
financial  records  when  it  receives  reimbursement  for 
Highway  Patrol  costs  as  required  by  state  accounting  policy. 


Agency  Response:  Concur.  See  page  B-4. 


Recommendation  #4 


We  recommend  the  department  adopt  rules  for  mail-in 
vehicle  re-registration  and  decal  application  as  required 
by  law  or  seek  legislation  to  amend  the  law 


10 


Agency  Response:  Concur.  See  page  B-4. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Justice  (department)  for  fiscal  years  1995-96  and  1996-97.  The 
objectives  of  the  audit  were  to: 

1.  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

2.  Identify  areas  for  improvement  in  the  internal  and  management 
controls  of  the  department. 

3.  Determine  if  the  department's  financial  schedules  present 
fairly,  in  accordance  with  state  accounting  policy,  the  results  of 
its  operations  for  the  two  fiscal  years  ended  June  30,  1997. 

4.  Determine  implementation  status  of  prior  audit  recommen- 
dations. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  dis- 
closed the  costs,  if  significant,  of  implementing  the  recom- 
mendations made  in  this  report. 

Other  areas  of  concern  deemed  not  to  have  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  specifically  included 
in  this  report,  but  have  been  discussed  with  management. 


Background 


The  department  was  created  on  September  1,  1972,  through  the 
Executive  Reorganization  Act  of  1971.  The  Attorney  General,  who 
is  elected  to  serve  a  four-year  term,  heads  the  department.  The 
department's  primary  functions  are  to  provide  effective  statewide 
law  enforcement,  legal  services,  and  public  safety. 


In  the  same  Executive  Reorganization  Act  that  created  the  Depart- 
ment of  Justice,  the  Board  of  Crime  Control  (board)  was  attached  to 
the  department  for  administrative  purposes.  The  board  is  composed 
of  18  members  appointed  by  the  Governor  and  confirmed  by  the 
Senate.  The  staff  hired  by  the  board  operates  as  and  is  presented  in 
the  financial  schedules  as  the  Justice  System  Support  Service 
program. 
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The  department  and  the  board  were  budgeted  approximately  678  and 
20,  respectively,  full-time  positions  in  the  1996-97  biennium. 
Expenditures  were  approximately  $62.7  million  for  the  department 
and  $7.3  million  for  the  board  in  fiscal  year  1995-96.  In  fiscal  year 
1996-97  the  department  spent  $64.3  million,  and  the  board  spent 
$7.7  million.  The  department's  divisions  are  described  below. 

Legal  Services  -  provides  legal  research  and  analysis  for  the 
Attorney  General;  legal  counsel  for  state  government  and  state 
officials,  bureaus,  and  boards;  legal  assistance  to  local  governments; 
legal  assistance,  training,  and  support  for  county  prosecutors;  and 
legal  advice  and  support  for  all  state  agencies.   Included  in  this 
division  is  the  Natural  Resource  Damage  Litigation  Program  which 
was  created  for  the  purpose  of  conducting  litigation  over  claims 
arising  from  damages  to  natural  resources  in  the  Clark  Fork  River 
Basin  between  Butte  and  Milltown. 

Gambling  Control  -  licenses  and  regulates  gambling  activities,  and 
enforces  gambling  laws  in  the  state  of  Montana.  The  division 
collects  license  fees,  collects  and  distributes  gambling  taxes,  and 
investigates  functions  relating  to  alcoholic  beverage  licensing  and 
tobacco  enforcement. 

Motor  Vehicle  -  provides  for  vehicle  registration  and  driver  licens- 
ing. This  division  includes  the  Title  and  Registration  Bureau  in  Deer 
Lodge. 

Highway  Patrol  -  patrols  the  highways  and  is  responsible  for 
accident  investigation,  motorist  assistance,  auto  theft  investigation, 
vehicle  inspection,  and  enforcement  of  commercial  vehicle  regula- 
tions and  general  traffic  laws. 

Law  Enforcement  Services  -  assists  law  enforcement  agencies  and 
promotes  enforcement  cooperation  between  federal,  state,  county, 
and  city  agencies  through  its  investigative  work. 

Law  Enforcement  Academy  -  provides  a  professional  education  and 
training  program  in  criminal  justice  for  Montana  law  enforcement 
officers  and  other  criminal  justice  personnel.  The  academy  funds 
some  classes  through  contracts  between  the  vendors  and  students. 
The  revenue  and  expenditures  for  contracted  classes  were  $20,660  in 
fiscal  year  1996-97. 

Central  Services  -  provides  centralized  accounting,  administrative, 
budgetary,  personnel,  payroll,  and  fiscal  support  for  the  department. 
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The  division  also  oversees  the  County  Attorney  Payroll  program  and 
the  Extradition  and  Transportation  of  Prisoners  program. 

Computer  Services  and  Planning  -  provides  die  department  wiUi 
automated  data  processing  and  law  enforcement  telecommunication 
capabilities. 

Forensic  ggienge  -  performs  scientific  analyses  of  evidence  submitted 
by  law  enforcement  officials,  coroners,  and  state  agencies;  promotes 
forensic  science  training  and  scientific  criminal  investigations  in  the 
state  and  manages  a  statewide  system  of  death  investigations. 

Board  of  Crime  Control  -  prepares  and  implements  an  annual  plan 
for  strengthening  Montana's  criminal  and  juvenile  justice  systems. 
The  board  provides  support  services  to  criminal  justice  agencies  such 
as  peace  officer  certification,  data  collection,  and  research.  The 
board  is  also  responsible  for  the  administration  of  various  state  and 
federal  programs  to  help  reduce  crime  and  compensate  its  victims. 
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Prior  Audit  Recommendations 


Prior  Audit  Our  office  performed  the  department's  financial -compliance  audit  for 

Recommendations  the  two  fiscal  years  ended  June  30,  1995.  The  repon  contained  four 

recommendations  still  applicable  to  the  department.  In  its  response 
to  our  prior  audit,  the  depanment  concurred  with  all  of  the  recom- 
mendations.  We  determined  the  department  implemented  three 
reconunendations  and  did  not  implement  one  as  discussed  on  page  7. 
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Findings  and  Recommendations 


Timely  Deposits  '^^  Gambling  Control  Division  (division)  collects  video  gambling 

machine  taxes  quarterly.  Section  23-5-610,  MCA,  states  the  depart- 
ment will  collect  from  all  operators  a  video  gambling  tax  of 
15  percent  of  the  gross  income  from  each  gambling  machine.  The 
tax  along  with  the  quarterly  report  is  due  within  15  days  of  the  end 
of  the  quarter.  The  department  receives  approximately  1,650 
operator  reports  and  tax  payments  each  quarter.  According  to 
division  personnel  the  majority  of  the  taxes  and  reports  are  received 
on  the  15th  day  following  the  end  of  the  quarter. 

When  the  taxes  are  collected  the  restrictively  endorsed  checks  are 
given  to  the  division's  compliance  specialists  for  processing.  The 
specialists  record  the  checks  in  a  master  collection  report,  and  put 
additional  information  on  a  detailed  collection  repon.  The  detailed 
collection  repon  identifies  revenue  by  gambling  machine.  The 
compliance  specialists  use  the  information  on  the  checks  to  test  for 
potential  undisclosed  ownership.  Due  to  the  volume  of  taxes  and 
reports  received  on  the  15th  day,  agency  personnel  were  unable  to 
make  all  deposits  within  one  day  as  required  by  law. 

Section  17-6-105  (6),  MCA,  states,  "  all  money,  credits,  evidences 
of  indebtedness,  and  securities  received  by  a  state  agency  or  institu- 
tion must  be  deposited  .  .  .  each  day  when  the  .  .  .  total  collections 
exceeded  $500.  .  ."  The  department  collected  $33,380,376  and 
$32,279,233  in  video  gambling  tax  in  fiscal  years  1996-97  and 
1995-96,  respectively.  We  estimate  the  state  lost  interest  of  $22,65 1 
and  $33,621  for  fiscal  years  1996-97  and  1995-96,  respectively. 

We  reported  this  issue  in  the  prior  audit  of  the  department.  The 
department  has  made  progress  towards  ensuring  deposits  are  made  in 
accordance  with  state  law  by  sorting  checks  and  trying  to  process 
larger  checks  first.  The  department  should  continue  to  develop  and 
implement  procedures  to  ensure  compliance  with  state  law.  Using 
other  personnel  resources  to  help  the  compliance  specialists  enter  the 
deposits  when  the  majority  of  taxes  arrive  could  further  reduce  the 
delayed  deposits. 
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Findings  and  Recommendations 


Recommendation  #1 

We  recommend  the  department  implement  additional  procedures 
to  ensure  timely  deposits  of  video  gambling  taxes  in  accordance 
with  state  law. 


Unrecorded  Activity 


State  law  requires  the  department  to  record  all  financial  activity  on 
the  state's  accounting  records  before  the  end  of  the  fiscal  year  in 
accordance  with  generally  accepted  accounting  principals.  In  the 
following  report  section  we  discuss  where  the  Montana  Law 
Enforcement  Academy  (MLEA)  did  not  record  financial  activity  in 
accordance  with  state  law. 


Donations 


The  MLEA  and  its  related  foundation,  the  Joe  May  Memorial  Fund, 
each  receive  donations  from  outside  parties.  The  foundation  is  a 
nonprofit,  tax-exempt  corporation  established  to  solicit  and  receive 
donations  to  fund  various  activities  at  the  academy.  Gifts  to  the 
foundation  should  be  recorded  as  an  asset  on  the  foundation's 
financial  records.  Gifts  to  the  academy  should  be  recorded  as  an 
asset  on  the  academy's  accounting  records. 


During  our  audit  we  reviewed  checks  deposited  in  the  foundation's 
account.  In  our  review  of  the  checks  we  noted  five  checks  were 
written  to  the  MLEA  as  the  payee.  The  five  checks  totaled  $3,225. 
Since  the  checks  were  written  to  the  academy,  the  money  should 
have  been  deposited  and  recorded  as  an  asset  of  the  state  rather  than 
an  asset  of  the  foundation. 

Academy  personnel  said  they  believed  that  since  the  checks  were 
donations  the  money  should  pass  through  the  foundation  and  were 
not  aware  of  the  requirement  to  record  the  academy  donations  on  the 
Statewide  Budgeting  and  Accounting  System  (SBAS)  as  academy 
assets.  The  MLEA  should  record  all  academy  donations  as  state 
assets. 
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Findings  and  Recommendations 


Recommendation  #2 

We  recommend  the  department  establish  procedures  to  properly 
record  donations  to  the  Montana  Law  Enforcement  Academy  on 
the  state's  accounting  records. 


Expenditure  Abatements  During  the  spring  of  1996,  a  Montana  Rail  Link  freight  train 

derailed  near  Alberton,  Montana.  The  derailment  caused  local 
residents  to  be  evacuated  and  Interstate  90  to  be  closed.  The 
Montana  Highway  Patrol  responded  to  the  emergency  and  provided 
traffic  control  services.  Montana  Rail  Link  paid  approximately 
$55,000  to  compensate  the  department  for  the  public  resources  used 
durmg  the  emergency.  The  department  did  not  record  the  funds 
received  from  Montana  Rail  Link  as  revenue.  Instead,  the  funds 
were  used  to  decrease  Highway  Patrol  expenditures. 

.  State  accounting  policy  allows  agencies  to  cancel  or  reduce  expendi- 

tures when  the  agency  is  reimbursed  by  an  outside  party  for  non- 
routine  and  nonrecurring  activities.  Department  personnel  believed 
this  policy  applied  to  the  Alberton  emergency.  However,  since 
public  safety  and  traffic  control  are  the  routine  missions  of  the 
agency,  the  recovery  of  Highway  Patrol  costs  during  the  emergency 
does  not  qualify  as  a  proper  expenditure  abatement. 

Recommendation  #3 

We  recommend  the  department  record  revenue  on  its  flnancial 
records  when  it  receives  reimbursement  for  Highway  Patrol  costs 
as  required  by  state  accounting  policy. 
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Findings  and  Recommendations 


Administrative  Rules  for 
Motor  Vehicle 
Registration 


The  department  is  required  by  section  61-3-535,  MCA,  to  adopt 
rules  to  implement  mail  re-registration  and  decal  application  for 
vehicle  licensing.  The  division  has  not  promulgated  rules  as 
required  by  this  law.  Department  administrative  personnel  said  the 
bureau  has  never  had  a  need  to  promulgate  rules  for  this  purpose. 
The  operations  for  mail  registration  and  license  decal  application  are 
straight  forward  and  do  not  require  clarification  by  the  creation  of 
administrative  rules. 


Recommendation  #4 

We  recommend  the  department  adopt  rules  for  mail-in  vehicle 
re-registration  and  decal  application  as  required  by  law  or  seek 
legislation  to  amend  the  law. 
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Disclosure  Issues 


Agency  Legal  Services 
Bureau 


The  department's  Agency  Legal  Services  Bureau  (ALS)  operates  as 
an  internal  service  fund  providing  legal  services  for  state  agencies  on 
a  request  basis.  ALS  should  recover  the  costs  of  providing  legal 
services  by  charging  agencies  for  legal  assistance  as  required  by 
section  17-8-101(6),  MCA. 


During  the  past  four  years,  ALS  has  routinely  billed  for  and 
collected  less  revenue  than  the  costs  of  its  operations.  The  im- 
balance of  revenues  and  expenditures  has  created  a  negative  fund 
balance  which  has  increased  over  the  four  year  period  to  $157,868. 
Currently,  ALS  continues  to  operate  by  using  cash  loans  from  the 
Highway  Patrol  Retirement  Fund.  Department  management  is  aware 
of  the  revenue  deficiency,  but  did  not  adjust  rates  due  to  the  follow- 
ing circumstances. 

HJR  25  passed  by  the  1993  session  created  the  Legal  Consolidation 
Interim  Study.  The  1995  session  debated  consolidating  all  state 
agency  legal  services  within  the  department.  The  department  did  not 
adjust  rates  because  the  consolidation  issue  was  not  settled  until  after 
the  state  budget  was  closed.  The  department  acted  during  the  1997 
session  to  adjust  rates  and  expects  operations  to  break  even  by  the 
end  of  the  1998-99  biennium.  Department  management  believes  the 
negative  fund  balance  should  be  eliminated  by  the  following 
biennium.  We  will  continue  to  monitor  this  in  subsequent  audits. 


Highway  Patrol 
Contracts  and  Overtime 
Earned 


The  Highway  Patrol  Division  (division)  contracts  with  the  Depart- 
ment of  Transportation  (DOT)  to  provide  enforcement  of  speed 
limits  at  road  construction  sites.  DOT  agrees  to  pay  any  overtime, 
benefit,  and  mileage  costs  necessary  to  provide  the  enforcement. 


Division  management  allows  patrol  officers  to  take  annual  leave  or 
compensatory  time  off  during  their  regularly  scheduled  work  shift  to 
enforce  speed  limits  at  construction  sites.  This  allows  the  officers  to 
be  compensated  at  two  and  one-half  times  (vacation  time  plus  time 
and  a  half  overtime)  their  regular  salary.  According  to  division 
personnel,  officers  must  volunteer  for  contract  related  work.  The 
officers  must  also  perform  the  work  on  overtime  so  as  to  not 
interfere  with  the  performance  of  their  regular  duties. 
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Notes  to  the  Financial  Schedules 


Accounts  are  organized  in  funds  according  to  state  law.  The 
department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Department  Special  Revenue  Funds  include  the  account  for  Highway 
Patrol  operations,  the  collection  of  gambling  taxes,  and  federal 
financial  assistance. 


Proprietary  Funds 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate.  Alcoholic  beverage  licensing 
and  tobacco  enforcement  had  been  recorded  in  the  department's 
Enterprise  Fund.  These  investigative  activities  related  to  licensing 
and  enforcement  were  transferred  to  the  department  from  the 
Department  of  Revenue  beginning  in  fiscal  year  1993-94. 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis.  The 
department  Internal  Service  Fund  including  the  Agency  Legal 
Services  Bureau  which  provides  legal  services  for  other  state  agencies 
as  requested.  Agencies  are  billed  for  these  services  to  cover  the  costs 
of  providing  legal  assistance. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  state  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private  organiza- 
tions, other  governments  or  other  funds.  The  department's  fiduciary 
fund  is  the  Gambling  Fee  and  Tax  Distribution  Expendable  Trust 
Fund  which  accounts  for  the  accumulation  of  the  video  gambling  tax 
for  transfer  to  local  governments. 
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Notes  to  the  Financial  Schedules 


General  Fund  Balance 


Each  agency  does  not  have  a  separate  General  Fund  since  its  only 
authority  is  to  pay  obligations  from  the  statewide  General  Fund 
within  its  appropriation  limits.  The  department's  total  assets  placed 
in  the  fund  exceed  outstanding  liabilities,  resulting  in  positive  ending 
General  Fund  balances  for  each  of  the  two  fiscal  years  ended 
June  30,  1996  and  June  30,  1997. 


Natural  Resource  Damages 


The  department  records  state  resources  applied  to  a  lawsuit  with 
Arco  in  the  Natural  Resource  Damages  account.  The  subject  of  the 
suit  is  the  pollution  of  the  upper  Clark  Fork  drainage  by  mining  and 
smelting  wastes.  As  of  fiscal  year-end  1996-97,  the  state  has 
expended  $9,816,206  pursuing  a  court  decision.  The  suit  is  funded 
with  coal  severance  tax  moneys  loaned  through  die  state's  Board  of 
Investments  from  the  Coal  Tax  Trust  Fund.  The  coal  tax  moneys  are 
recorded  as  loan  proceeds  to  the  department.  The  department  has  an 
obligation  to  repay  the  loan  from  the  amount  awarded  by  the  court. 


The  1997  Legislature  passed  House  Bill  1 10  to  commit  $2,500,000 
of  additional  state  funds  to  continue  the  suit. 


Cash  Transfers 


The  operations  of  the  Montana  Highway  Patrol  are  funded  from 
gasoline  and  diesel  fuel  tax  receipts.  During  the  audit  period  the 
money  was  collected  by  the  Department  of  Transportation  and 
recorded  as  revenue  to  the  state  at  the  time  of  collection.  To  avoid 
duplicate  recording  of  the  same  revenue  on  the  state's  accounting 
records,  the  state's  accounting  system  records  the  funds  transferred 
to  the  Department  of  Justice  as  a  cash  transfer.  Total  cash  transfers 
for  the  Highway  Patrol  account  were  $15,082,801  in  fiscal  year 
1995-96  and  $15,315,614  in  fiscal  year  1996-97.  These  amounts 
account  for  the  majority  of  the  cash  transfers  shown  in  the  Schedule 
of  Changes  in  Fund  Balances  &  Property  Held  in  Trust  for  each  of 
the  two  fiscal  years  ended  June  30,  1997. 


Page  A-13 


Disclosure  Issues 


Table  1 

Accumulated  Fund  Balance  in  Highway  Patrol  Retirement 

Special  Revenue  Fund  Account 


Fiscal  Years 
1988-89 
1989-90 
1990-91 
1991-92 
1992-93 
1993-94 
1994-95 
1995-96 
1996-97 


Ending 
Fund 
Balance 
$514,280 
569,885 
715.037 
803,736 
200,373* 
374,615 
564,998 
681,757 
768,025 


*       $750,000  transferred  to  the  General  Fund  in  fiscal  year 
1992-93. 

Source:  Compiled  by  the  Legislative  Audit  Division  from 
SBAS. 


As  shown  above,  during  fiscal  year  1992-93,  the  department  was 
required  to  transfer  $750,000  of  the  increasing  fund  balance  to  the 
General  Fund.  By  fiscal  year-end  1996-97,  the  cash  and  fund 
balance  had  accumulated  to  $768,025.  The  fiscal  year  1995-96  and 
1996-97  fund  balances  were  affected  by  the  change  in  driver's 
license  renewals.  Section  61-5-111,  MCA,  was  amended  by  the 
1995  Legislature  to  allow  issuing  of  driver's  licenses  with  eight  year 
expiration  dates.  The  fee  for  an  eight  year  license  is  $32,  doubling 
the  fees  annually  deposited  to  the  HPORS  Special  Revenue  Fund 
account  until  all  licenses  have  been  placed  on  an  eight  year  renewal 
cycle. 

This  issue  was  discussed  in  the  last  two  audit  reports  as  a  disclosure 
issue  and  was  discussed  in  the  two  previous  audit  reports  as  a  note  to 
the  financial  schedules.  This  issue  is  again  presented  for  disclosure 
purposes  to  allow  the  legislature  an  opportunity  to  consider  this 
issue.  We  do  not  make  a  recommendation  at  this  time. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat,  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen,  IT  &  Operations  Manager 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  schedules  of  the  Department  of  Justice  for  each  of  the  two 
fiscal  years  ended  June  30,  1996  and  1997,  as  shown  on  pages  A-5  through  A-14.  The  information 
contained  in  these  financial  schedules  is  the  responsibility  of  the  department's  management.  Our 
responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosure  in  the  financial  schedules.  An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets,  liabilities,  and  cash  flows. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the 
results  of  operations  and  changes  in  fund  balances  and  property  held  in  trust  of  the  Department  of 
Justice  for  the  two  fiscal  years  ended  June  30,  1996  and  1997,  in  conformity  with  the  basis  of 
accounting  described  in  note  1 . 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


September  5,  1997 
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1.  Summary  of  Significant 

Accounting  Policies 


Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  1997 


Basis  of  Accounting 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental,  Expend- 
able Trust,  and  Agency  Funds.  In  applying  the  modified  accrual 
basis,  the  department  records: 

Revenues  when  it  receives  cash  or  when  receipts  are  measur- 
able and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department  incurs 
the  related  liability  and  it  is  measurable,  with  the  exception  of 
the  cost  of  employees'  annual  and  sick  leave.  State  accounting 
policy  requires  the  department  to  record  the  cost  of  employees' 
annual  leave  and  sick  leave  when  used  or  paid. 

The  department  uses  accrual  basis  accounting  for  Proprietary  Funds. 
Under  the  accrual  basis,  as  defined  by  state  accounting  policy,  the 
department  records  revenues  in  the  accounting  period  earned  when 
measurable  and  records  expenses  in  the  period  incurred  when 
measurable. 


Basis  of  Presentation 


Expenditures  and  expenses  may  include:  entire  budgeted  service 
contracts  even  though  the  department  receives  the  services  in  a 
subsequent  fiscal  year;  goods  ordered  with  a  purchase  order  before 
fiscal  year-end,  but  not  received  as  of  fiscal  year-end;  and  equipment 
ordered  with  a  purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustment,  except  for  Video 
Gambling  Tax.  For  fiscal  years  1995-96  and  1996-97  Gambling  Fee 
and  Tax  Distribution  is  reclassified  from  an  Agency  Fund  to  an 
Expendable  Trust  Fund.  The  Expendable  Trust  Fund  recognizes  tax 
revenues  are  collected  by  the  state  and  provided  to  local  govern- 
ments. Consequently,  these  schedules  do  not  agree  in  all  cases  to 
final  SBAS  summary  reports. 


Page  A-11 


Notes  to  the  Financial  Schedules 


Accounts  are  organized  in  funds  according  to  state  law.  The 
department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Department  Special  Revenue  Funds  include  the  account  for  Highway 
Patrol  operations,  the  collection  of  gambling  taxes,  and  federal 
financial  assistance. 


Proprietary  Funds 


Enterprise  Fund  -  to  account  for  operations  (a)  financed  and 
operated  in  a  manner  similar  to  private  business  enterprises,  where 
the  legislature  intends  that  the  department  finance  or  recover  costs 
primarily  through  user  charges;  or  (b)  where  the  legislature  has 
decided  that  periodic  determination  of  revenues  earned,  expenses 
incurred  or  net  income  is  appropriate.  Alcoholic  beverage  licensing 
and  tobacco  enforcement  had  been  recorded  in  the  department's 
Enterprise  Fund.  These  investigative  activities  related  to  licensing 
and  enforcement  were  transferred  to  the  department  from  the 
Department  of  Revenue  beginning  in  fiscal  year  1993-94. 


Internal  Service  Fund  -  to  account  for  providing  goods  or  services 
to  other  agencies  or  departments  on  a  cost-reimbursement  basis.  The 
department  Internal  Service  Fund  including  the  Agency  Legal 
Services  Bureau  which  provides  legal  services  for  other  state  agencies 
as  requested.  Agencies  are  billed  for  these  services  to  cover  the  costs 
of  providing  legal  assistance. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  state  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private  organiza- 
tions, other  governments  or  other  funds.  The  department's  fiduciary 
fund  is  the  Gambling  Fee  and  Tax  Distribution  Expendable  Trust 
Fund  which  accounts  for  the  accumulation  of  the  video  gambling  tax 
for  transfer  to  local  governments. 
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2. 


Notes  to  the  Financial  Schedules 


General  Fund  Balance 


Each  agency  does  not  have  a  separate  General  Fund  since  its  only 
authority  is  to  pay  obligations  from  the  statewide  General  Fund 
within  its  appropriation  limits.  The  department's  total  assets  placed 
in  the  fund  exceed  outstanding  liabilities,  resulting  in  positive  ending 
General  Fund  balances  for  each  of  the  two  fiscal  years  ended 
June  30,  1996  and  June  30,  1997. 


Natural  Resource  Damages 


The  department  records  state  resources  applied  to  a  lawsuit  with 
Arco  in  the  Natural  Resource  Damages  account.  The  subject  of  the 
suit  is  the  pollution  of  the  upper  Clark  Fork  drainage  by  mining  and 
smelting  wastes.  As  of  fiscal  year-end  1996-97,  the  state  has 
expended  $9,816,206  pursuing  a  court  decision.  The  suit  is  funded 
with  coal  severance  tax  moneys  loaned  through  the  state's  Board  of 
Investments  from  the  Coal  Tax  Trust  Fund.  The  coal  tax  moneys  are 
recorded  as  loan  proceeds  to  the  department.  The  department  has  an 
obligation  to  repay  the  loan  from  the  amount  awarded  by  the  court. 

The  1997  Legislature  passed  House  Bill  110  to  commit  $2,500,000 
of  additional  state  funds  to  continue  the  suit. 


Cash  Transfers 


The  operations  of  the  Montana  Highway  Patrol  are  funded  from 
gasoline  and  diesel  fuel  tax  receipts.  During  the  audit  period  the 
money  was  collected  by  the  Department  of  Transportation  and 
recorded  as  revenue  to  the  state  at  the  time  of  collection.  To  avoid 
duplicate  recording  of  the  same  revenue  on  the  state's  accounting 
records,  the  state's  accounting  system  records  the  funds  transferred 
to  the  Department  of  Justice  as  a  cash  transfer.  Total  cash  transfers 
for  the  Highway  Patrol  account  were  $15,082,801  in  fiscal  year 
1995-96  and  $15,315,614  in  fiscal  year  1996-97.  These  amounts 
account  for  the  majority  of  the  cash  transfers  shown  in  the  Schedule 
of  Changes  in  Fund  Balances  &  Property  Held  in  Trust  for  each  of 
the  two  fiscal  years  ended  June  30,  1997. 
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Notes  to  the  Financial  Schedules 


5.  Litigation  T^c  department  is  involved  in  the  following  litigation:  Crow  Tribe 

V.  Racicot.  This  action  presently  involves  a  claim  alleging  that  the 
state  improperly  terminated  a  compact  entered  into  under  the  Indian 
Gaming  Regulatory  Act.  The  plaintiffs  seek  an  unspecified  amount 
of  damages  and  attorney's  fees.  The  case  has  been  pending  on  cross- 
motions  for  summary  judgement  since  August  1996. 
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ATTORNEY  GENERAL 

STATE  OF  MONTANA 


Joseph  P.  Mazurek  Af  ^Y\  Department  of  Justice 

Attorney  General  nC^ifL^^^^^A  215  North  Sanders 

PO  Box  201401 
Helena,  MT     59620-1401 


November  17,  1997  '  - 

MOV  1  B  ^r9T 

Mr.  Scott  A.  Seacat 
Legislative  Auditor 
Legislative  Audit  Division 
State  Capitol  Building 
Helena,  MT  59620 

Dear  Scott: 

The  staff  of  the  Department  of  Justice  wish  to  express  their  appreciation  for  the  manner  in  which 
your  staff  conducted  the  Financial  Compliance  Audit.  They  were  very  conscientious  of  our 
workload  requirements  and  caused  minimal  disruption  to  staff. 

The  Board  of  Crime  Control  had  no  recommendations  addressed  to  their  division,  so  they  have  no 
written  response.  Following  are  the  responses  of  the  Department  of  Justice  to  the  audit 
recommendations  presented  in  your  audit  report  covering  fiscal  years  1996  and  1997. 

RECOMMENDATION  #1 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  ADDITIONAL 
PROCEDURES  TO  ENSURE  TIMELY  DEPOSITS  OF  VIDEO  GAMBLING 
TAXES  IN  ACCORDANCE  WITH  STATE  LAW. 

The  Department  concurs.  Steps  taken  by  the  Gambling  Control  Division  to  address  the  problem 
include  depositing  early  filings  as  received,  devoting  additional  staff  and  authorizing 
compensatory  time  during  heavy  filing  periods.    The  division  will  also  explore  the  use  of 
Department  of  Revenue's  upcoming  Revenue  and  Information  Processing  Center  when  it 
becomes  operational  in  FY  1999. 

RECOMMENDATION  #2 

WE  RECOMMEND  THE  DEPARTMENT  ESTABLISH  PROCEDURES  TO 
PROPERLY  RECORD  DONATIONS  TO  THE  MONTANA  LAW 
ENFORCEMENT  ACADEMY  ON  THE  STATE'S  ACCOUNTING  RECORDS. 
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The  Department  concurs.  The  Academy  will  strive  to  inform  donors  to  properly  identify  the 
foundation  as  the  payee  when  donations  are  made  to  the  Joe  May  Memorial  Fund. 

RECOMMENDATION  #3 

WE  RECOMMEND  THE  DEPARTMENT  RECORD  REVENUE  ON  ITS 
FINANCIAL  RECORDS  WHEN  IT  RECEIVES  REIMBURSEMENT  FOR 
HIGHWAY  PATROL  COSTS  AS  REQUIRED  BY  STATE  ACCOUNTING 
POLICY. 

The  Department  concurs.  The  Department  of  Justice  followed  procedures  established  by  the 
Disaster  and  Emergency  Services  Division  of  the  Department  of  Military  Affairs.  These 
procedures  required  all  disaster  expenditures  to  be  recorded  on  the  Department  of  Military 
Affairs'  accounting  records  and  directed  the  participating  agency  to  abate  expenditures.  These 
procedures  were  changed  in  FY  1997  and  now  direct  the  participating  agency  to  request  a 
statutory  general  fund  appropriation  for  any  future  disasters  that  require  law  enforcement  support. 

RECOMMENDATION  #4 

WE  RECOMMEND  THE  DEPARTMENT  ADOPT  RULES  FOR  MAIL-IN 
VEHICLE  RE-REGISTRATION  AND  DECAL  APPLICATION  AS  REQUIRED 
BY  LAW  OR  SEEK  LEGISLATION  TO  AMEND  THE  LAW. 

The  Department  concurs.  The  Motor  Vehicle  Division  will  adopt  rules. 
Sincerely  yours, 


Cj.^:; 


JOSEPH  P.  MAgUREK 
Attorney  General 
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